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37.1 

Sample Midterm Question: Two-Factor Model 

In answering this question, you are to use the two-factor model with two 
products, wheat and cloth. Suppose two countries have identical technology 
with constant returns to scale and identical factor supplies. But in one 
country consumers are all wheat lovers. (They enjoy only wheat consumption 
and get no enjoyment from cloth) . In the other country consumers are all 
cloth lovers. (They enjoy only cloth consumption and get no enjoyment from 
wheat) . Define "gains from trade" as the ability of the country to consume 
more of one product without any sacrifice. 

Question: Can both countries gain from trade? Answer yes or no and then 
demonstrate your answer in the space provided below. Then explain if your 
answer would have been different if consumers in both countries had identical 
tastes. Using a diagram will assist you in answering clearly. 

Note: Try answering the question below first. If you have difficulty, consult 
Appendix A3 6. 

Write your answer here : 



You may continue your answer 


the next page 



37.2 


If you need more space, you may continue your answer to the question here: 



